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INTRODUCTION 

This  supplementary  report  of  the  Boston  and  Maine  Study  Group 
will  bring  up  to  date  the  Study  Group's  preliminary  report  of  October  26, 
1973.  That  preliminary  report  was  largely  based  on  detailed  data  through 
1972  and  a  review  of  the  Boston  and  Maine  Railroad's  performance  in  the 
first  two  quarters  of  1973.  This  supplementary  report  incorporates  the 
Study  Group's  continuing  effort,  its  analysis  of  a  full  year's  1973 
performance,  and  its  analysis  of  material  and  comments  received  in 
response  to  the  preliminary  report. 

This  supplementary  report  is  meant  to  be  read  in  conjunction 
with  the  October  26,  1973,  report.  In  particular,  Chapters  I  and  II  of 
the  October  report  on  background  and  the  economic  impact  of  the  B&M  stand 
as  written  therein  as  they  have  not  needed  revision.  Chapters  III  and  IV, 
the  economic  viability  of  the  B&M,  alternatives  for  reorganization,  and 
the  means  to  produce  them,  are  revised  by  this  supplemental  report  but 
unmodified  material  has  not  been  repeated  here.  Thus,  the  two  documents 
should  be  read  together. 

RECENT  BOSTON  AND  MAINE  PERFORMANCE 

Performance  indicators  for  1973  are  generally  encouraging.  Net 
tonnage  was  up  in  1973  by  nearly  3.5%  over  1972,  reversing  a  long 
history  of  downward  movement.  Revenues  for  1973  were  up  7.2%  over  1972 


while  railway  operating  expenses  rose  only  3.5%.  Ton-miles  increased 
in  1973  nearly  3%  over  1972  while  revenue  per  ton-mile  also  rose  nearly 
37o.     Overall,  the  B&M  has  experienced  a  $7.8  million  ordinary  net  income 
loss  (before  extraordinary  items)  in  1973  compared  to  the  ordinary  net 
income  loss  of  $9.4  million  experienced  in  1972. 

REORGANIZABILITY 

The  most  pressing  issue  at  present  is  whether  the  bankrupt 
Boston  and  Maine  Corporation  can  be  reorganized  successfully.  The  current 
reorganization  plan  is  that  set  forth  by  the  Trustees  on  December  20,  1971, 
as  modified  by  ICC  Administrative  Law  Judge  Victor  A.  von  Rinteln's  report 
issued  February  13,  1973.  Under  Judge  von  Rinteln's  report,  the  Trustees 
must  submit  a  detailed  plan  of  reorganization  by  June  30,  1974.  However, 
reorganizability  has  become  an  urgent  issue  since  enactment  of  the  Regional 
Rail  Reorganization  Act  of  1973.  The  Act  requires  that  the  Federal  District 
Court  with  jurisdiction  over  the  bankruptcy  proceeding  decide  by  May  2,  1974, 
"whether  the  railroad  is  reorganizable  on  an  income  basis  under  Section  77 
of  the  Bankruptcy  Act  and  that  the  public  interest  would  be  better  served 
by  continuing  the  present  reorganization  hearings  than  by  reorganization 
under  this  Act." 

We  have  received  many  comments  on  this  aspect  of  the  October  26 
report,  and  B&M  management  has  provided  us  with  additional  data  and  analyses 
as  well.  After  intensive  review  of  this  material  and  of  B&M  performance  in 


1973,  the  Study  Group  has  formulated  a  revised  set  of  projections  for  1976. 
These  are  presented  in  summary  form  in  Table  1.  In  those  areas  where  we 
have  concluded  that  it  is  not  possible  to  project  1976  results  with  adequate 
assurance,  we  have  taken  uncertainty  explicitly  into  account  and  projected 
a  range  of  reasonable  possibilities  rather  than  a  single  outcome. 
A.  Tonnage 

The  tonnage  projections  in  the  preliminary  report  were  based  on 
detailed  forecasts  for  each  of  the  largest  80  commodities  carried  by  the 
B&M  in  1972  (90%  of  total  B&M  tonnage),  incorporating  information  on  New 
England  business  conditions.  The  result  was  cessation  of  the  previous 
year's  steady  decline  to  show  a  basically  stable  future:  a  1%  growth  in 
tonnage  by  1976  on  the  present  system,  or  a  1%  decline  if  the  Trustees' 
abandonment  proposals  were  implemented.  This  assumed  that  one  quarter  of 
present  tonnage  to  and  from  lines  to  be  abandoned  would  be  retained  after 
abandonment.  In  its  comments  on  this  forecast,  B&M  management  has  recently 
indicated  its  belief  in  the  tonnage  figures  used  by  Judge  von  Rinteln. 
These  figures  are  based  on  U.S.  Department  of  Commerce  forecasts  for  the 
nation  and  do  not  contain  any  adjustments  for  New  England  conditions.  They 
project  a  growth  of  15%  from  1972  to  1976. 

As  indicated  earlier,  in  1973  the  B&M  experienced  a  significant 
tonnage  growth.  This  is  indeed  an  encouraging  sign.  Analysis  of  the 
available  detailed  statistics  on  tonnage,  the  first  three  quarters  of  1973, 
reveal  that  72%  of  the  net  growth  was  due  to  an  increase  in  shipments  of 
paper  resulting  from  a  boom  in  the  paper  industry.  However,  the  paper 
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industry  in  New  England  operated  essentially  at  capacity  in  1973  and  there 
is  a  four  year  lead  time  for  start  up  of  new  facilities.  This  makes  unlikely 
any  major  additional  growth  in  paper  shipments  before  19771  deriving  from 
production  increases. 

Another  important  factor  over  the  next  few  years  will  be  the  effect 
of  the  energy  crisis.  The  shortage  of  fuel  and  its  high  cost  will  undoubtedly 
shift  freight  from  trucks  to  rails.  What  the  magnitude  of  this  shift  will  be 
and  how  much  it  may  aid  the  B&M's  situation  is  impossible  to  say;  should  the 
energy  crisis  severely  depress  the  New  England  economy,  this  will  reduce  all 
freight  movements,  both  rail  and  truck. 

Thus,  because  there  is  considerable  uncertainty  as  to  the  future 
freight  tonnage  of  the  B&M,  the  Study  Group  has  selected  a  range  of  forecasts. 
The  low  forecast  is  a  cessation  of  the  steady  previous  decline  to  a  level 
nearly  constant  with  that  of  1972  --  14.2  million  tons  per  year  with  the 
Trustees'  full  abandonment  program.  If  other  favorable  developments  such  as 
this  year's  paper  industry  boom  occur  or  if  the  net  effect  of  the  energy 
crisis  is  favorable  to  New  England's  railroads,  then  it  appears  that  tonnage 
might  grow  by  15%  to  16.5  million  tons  by  1976  --  the  high  forecast  in  the 
range.  The  past  tonnage  history  and  the  range  of  projections  are  shown  in 
the  table  on  the  following  page. 


'The  new  paper  plant  scheduled  for  construction  by  Scott  Paper  Co.,  in 
Hinckley,  Maine,  will  be  in  operation  in  1977  or  1978.  Opening  of  this 
plant  may  be  accompanied  by  reduced  production  at  Scott's  Winslow  facility. 
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SOURCE:   ICC  -  QCS 

Annual  Tonnage  -  Boston  &  Maine  Railroad 
(Forecasts  include  effects  of  Trustees'  proposed  abandonment  of  370  miles.) 

B.  Freight  Revenues 

At  the  average  yield  per  ton  in  1972,  the  range  in  revenue  changes 
due  to  the  range  in  tonnage  forecasts  for  1976  is  a  reduction  of  $0.9  million 
to  a  gain  of  $9.7  million  over  1972. 

Freight  rate  increases  will  also  increase  freight  revenues.  The 
preliminary  report  assumed  an  average  annual  rate  increase  of  2.5%  per  year. 
The  actual  increase  granted  in  1973  was  3%  and  the  railroads  have  received 
a  4%  interim  increase  in  1974. 2  B&M  management  has  suggested  to  us  figures 
which  average  an  annual  3.0%  rate  increase. 


2In  this  discussion  we  have  ignored  the  rate  increases  granted  specifically 
to  cover  the  costs  of  increased  railroad  retirement  benefits;  the  related 
added  revenues  will  only  offset  the  added  costs  of  this  item. 


However,  the  B&M  management  has  also  suggested  that  the  Trustees' 
previous  estimate  of  inflationary  increase  in  freight  operating  expense 
of  6%  per  year  should  be  lowered  to  that  used  in  the  Study  Group's  prelim- 
inary report,  4%  per  year.  The  key  considerations  are  a)  the  differential 
between  inflation  of  cost  and  increase  in  rates  and  b)  whether  the  differ- 
ential is  covered  by  productivity  gains.  Historically,  rate  increases 
seem  to  have  lagged  behind  inflationary  increases  by  six  months  to  a  year. 
They  have  often  not  kept  up  in  magnitude  either.  Thus,  while  rate  increases 
and  national  inflation  were  nearly  equal  in  1971  and  1972,  in  1973  rate 
increases  were  3.0%  (excluding  the  1.9%  increase  for  railroad  retirement 
benefits)  while  inflation  (the  U.S.  GNP  deflator)  was  6.0%. 

The  Study  Group  believes  that,  in  the  long  run,  the  rate  increase/ 
inflation  gap  may  narrow  such  that  it  is  compensated  for  by  productivity 
improvements.   In  keeping  with  this  viewpoint,  we  have  continued  to  use  4% 
as  the  long-term  annual  inflation  rate  in  this  report.  However,  in  the 
short  run  the  prospects  are  not  so  favorable;  inflation  for  New  England 
in  1974  is  forecast  to  be  7.5%.3 

The  rate  increase  figures  in  Table  I  represent  the  2.5%  average 
annual  rate  increase  applied  to  the  low  tonnage  forecast,  yielding  $6.5 
million  added  revenue,  and  the  3.0%  average  annual  rate  increase  applied 
to  the  high  tonnage  forecast,  yielding  a  $9.2  million  increase.  In  the 
first  case  the  rate  increase  plus  productivity  gains  are  approximately 
equal  to  the  inflationary  increases;  in  the  second  case  they  more  than 


3First  National  Bank  of  Boston,  New  England  Economic  Outlook,  1974. 


compensate,  exceeding  inflationary  growth  by  over  $3  million. 

The  sum  of  these  tonnage  and  rate  changes  is  a  range  of  possible 
1976  freight  revenues  from  $72.2  million  to  $86.5  million. 

C.  Freight  Operating  Expense 

In  its  preliminary  report  the  Study  Group  concluded  that  freight 
operating  expense  in  1976  could  be  reduced  from  the  1972  level  by  $1.3  million 
as  a  result  of  the  extensive  abandonment  program  proposed  by  the  Trustees. 
B&M  management  has  recently  suggested  that  the  saving  would  be  $1.0  million. 
The  difference  between  these  two  is  too  small  to  warrant  the  detailed 
discussions  necessary  to  resolve  it  at  this  time,  so  the  Study  Group  has 
retained  the  more  favorable  figure  for  this  report. 

B&M  management  has  also  suggested  that  the  Study  Group's  estimate 
of  increased  cost  to  provide  a  normalized  level  of  maintenance  of  $1.6 
million  should  rather  be  $1.5  million.  Since  the  differences  are  so 
small,  we  have  used  the  more  favorable  B&M  estimate. 

The  Study  Group's  earlier  estimate  of  the  savings  to  be  realized 
from  workforce  reduction  and  work  rule  changes  has  been  altered  here  to 
reflect  the  favorable  results  achieved  this  year  by  the  B&M  management. 
Based  on  this  experience  and  management's  future  plans,  we  believe  that 
the  $5.3  million  reduction  estimate  recently  supplied  by  the  B&M  is 
achievable  if  the  progress  made  in  1973  continues. 

Changes  in  freight  volume  will  alter  freight  operating  expenses 
somewhat  proportionately.  Table  I  shows  a  $0.7  million  reduction  in  freight 
operating  expense  corresponding  to  the  abandonment-caused  decline  in  freight 
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volume  under  the  low  tonnage  forecast.  Under  the  high  tonnage  forecast 
of  15%  volume  growth,  it  is  the  Study  Group's  belief  that  the  expenses 
associated  with  such  an  increase  in  tonnage  will  equal  about  50%  of  the 
incremental  revenues.  However,  B&M  management  has  supplied  us  with  figures 
supporting  its  estimate  that,  for  a  10%  increase  in  tonnage,  incremental 
expenses  would  absorb  only  40%  of  incremental  revenues.  The  figure  in 
Table  I  for  the  added  cost  of  the  high  tonnage  forecast,  $4.4  million,  is 
based  on  this  40%  assumption. 

As  discussed  above,  B&M  management  has  revised  its  inflation 
estimate  downward  to  agree  with  that  in  the  Study  Group's  preliminary 
report,  $9.8  million.  We  have  continued  to  use  this  estimate,  but  based 
on  1973  experience  and  forecasts  for  1974,  the  Study  Group  now  believes 
this  to  be  an  optimistic  estimate. 

D.  Net  Freight  Operating  Revenue 

The  result  of  these  projections  is  a  range  for  1976  net  freight 
operating  revenue  of  $9.6  million  to  $18.8  million. 

E.  Taxes  and  Net  Rents 

The  B&M  Trustees  forecast  an  annual  6%  growth  in  this  area  under 
steady  state  conditions.  This  was  accepted  by  Judge  von  Rinteln.  It 
results  in  a  $3.5  million  increase  by  1976,  based  on  an  actual  1972  base 
of  $13.5  million.  The  Study  Group's  preliminary  report  mistakenly  showed 
the  steady  state  increase  to  be  $2.7  million  due  to  the  erroneous  use  of 
a  5%  growth  rate  and  a  $12.3  million  base.  In  a  recent  submission  to  the 
Study  Group,  B&M  management  lowered  this  steady  state  increase  to  $1.0 


million  but  was  basing  their  estimate  on  property  taxes  alone.  Since 
this  item  also  includes  payroll  taxes  and  rents,  the  Study  Group  believes 
the  $3.5  million  to  be  correct. 

The  B&M  has  been  carrying  out  negotiations  in  both  Massachusetts 
and  New  Hampshire  to  reduce  its  property  tax  obligations.  In  Massachusetts 
it  seems  likely  that  most  communities  will  settle  for  two-thirds  of  the 
present  obligation  and  that  this  agreement  will  hold  at  least  until  the 
B&M  returns  to  a  strong  profitable  status.  A  settlement  in  New  Hampshire 
is  currently  bogged  down.  Nevertheless,  the  Study  Group  has  assumed  that 
a  two-thirds  property  tax  settlement  will  apply  to  all  B&M  property 
by  1976.  Thus,  taking  the  1972  property  tax  base  of  $1.8  million  for 
freight  operations  escalated  at  the  rate  of  6%   per  year,  this  yields  tax 
abatement  relief  of  $0.8  million. 

B&M  management  has  also  suggested  that  they  would  achieve  a 
reduction  of  an  additional  $0.7  million  in  taxes  by  sale  of  property  to 
the  MBTA.  This  potential  saving  is  offset  by  present  tax  reimbursements 
from  the  MBTA  of  nearly  $0.4  million,  yielding  a  net  possible  saving  to 
the  B&M  of  $0.3  million.  There  will  also  be  tax  savings  of  $0.3  million 
from  the  sale  of  property  and  from  workforce  reductions  resulting  largely 
from  the  abandonment  program.  Thus,  these  savings  range  from  $0.3  million 
without  the  MBTA  purchase  to  $0.6  million  with  the  purchase. 

The  savings  of  $1.0  million  in  car  hire  and  locomotive  leases  is 
a  figure  recently  developed  by  B&M  management.  It  results  from  the 
aggressive  program  begun  in  1973  to  add  substantially  to  the  car  fleet  and 
to  replace  aging  locomotives.  Management  expects  to  expand  this  program 
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beyond  1973' s  lease  of  700  new  cars  and  12  new  locomotives.  The  Study 
Group  has  accepted  this  cost  savings  estimate. 

The  Study  Group  has  also  increased  its  estimate  of  savings  in 
other  rental  categories  from  its  earlier  $0.1  million  estimate  to  $0.2 
million,  a  figure  B&M  management  says  it  has  nearly  attained  in  1973. 

Accumulating  these  increases  and  savings  yields  a  1976  fore- 
cast of  taxes  and  net  rents  of  $14.4  million  to  $14.7  million. 

F.  Net  Railway  Operating  Income  (freight  only) 

These  projections  yield  a  range  of  possible  1976  net  railway 
operating  incomes  (NR0I)  from  a  deficit  of  $5.1  million  to  a  surplus  of 
$4.4  million.  While  all  revenues  and  costs  of  passenger  operations  have 
been  carefully  excluded  from  these  projections,  under  the  terms  of  the 
B&M's  contract  with  the  MBTA,  passenger  revenues  and  costs  are  nearly 
equal  and  thus  have  only  a  minor,  if  any,  effect  on  the  full  NR0I. 

G.  Miscellaneous  and  Fixed  Items 

This  item  consists  largely  of  interest  on  debt  as  offset  by 
miscellaneous  income  and  expenses.  In  1972  the  B&M's  debt  service  charges 
were  $3.8  million.  In  1973  they  were  $3.9  million.  Future  debt  service 
charges  are  a  matter  of  considerable  uncertainty. 

To  effect  reorganization  the  Trustees  will  have  to  liquidate 
current  debt  and  in  some  way  satisfy  existing  creditors.  In  their 
reorganization  plan  of  1971,  the  Trustees  proposed  to  accomplish  this  with 
cash  from  the  sale  to  the  MBTA  of  cummuter  lines  in  the  Boston  area  and 
through  the  issuance  of  new  bonds  and  stock.  At  the  time,  they  indicated 
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a  minimum  need  from  the  MBTA  purchase  of  $50  million  and  proposed  to 
raise  $43  million  from  new  bonds  and  stock. 

The  present  B&M  debt  is  $134  million.  If  settlement  is  to  be 
based  solely  on  the  proceeds  from  the  commuter  line  sale,  then  successful 
reorganization  will  almost  certainly  be  dependent  on  the  willingness  of 
debt  holders  and  creditors  to  accept  a  substantial  writedown  of  their 
claim. 

Additionally,  it  seems  certain  that  the  B&M  will  require  sub- 
stantial new  capital  expenditures  in  the  next  few  years  to  replace, 
upgrade,  and  modernize  its  plant  and  equipment.  The  Study  Group  has  not 
prepared  an  estimate  of  these  needs  and  apparently  neither  has  anyone 
else.  Thus,  no  provision  has  been  made  in  the  form  of  debt  service  or 
revenues  for  these  additional  capital  outlays. 

In  their  1971  reorganization  plan,  the  Trustees  suggested  1976 
fixed  and  miscellaneous  items  would  amount  to  $4.3  million.  Judge  von 
Rinteln  accepted  this  figure.  In  a  recent  submission  to  the  Study  Group, 
B&M  management  suggested  this  was  still  the  best  estimate  available.  The 
Study  Group  notes  the  substantial  uncertainty  surrounding  a)  the  MBTA 
purchase,  b)  the  willingness  of  creditors  to  negotiate  a  settlement,  and 
c)  the  future  capital  needs  of  the  B&M.  The  outcome  of  these  matters 
might  lower  the  future  debt  service  charges  of  the  B&M  but  could  easily 
increase  them  as  well.  Nevertheless,  for  want  of  a  better  estimate  at 
this  time,  the  Study  Group  has  included  $4.3  million  in  Table  I  for  fixed 
and  miscellaneous  items. 
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H.  Net  Income 

On  the  basis  of  these  projections,  the  B&M's  net  income  (freight 
only,  but  passenger  costs  and  revenues  will  alter  this  only  slightly,  if  at 
all)  in  1976  could  range  from  a  $9.4  million  loss  to  a  profit  of  $0.1  million. 

Even  achievement  of  the  upper  end  of  this  range,  while  constituting 
a  dramatic  improvement  over  past  years'  losses,  would  not  be  sufficient  to 
achieve  successful  reorganization  at  that  point.  In  their  1971  reorgani- 
zation proposal  the  Trustees  identified  the  need  to  achieve  a  $6  million 
to  $12  million  NROI  to  form  an  adequate  basis  for  reorganization.  In 
comparison,  our  present  forecast  for  1976  NROI  ranges  from  a  deficit  of 
$5.3  million  to  a  surplus  of  $3.9  million.  Realization  of  the  lower  fore- 
cast would  clearly  preclude  reorganization,  whereas  achievement  of  the 
upper  end  of  the  range  by  1976  would  appear  to  be  a  sign  that  the  B&M 
could  be  reorganized  successfully  at  a  later  date. 

In  all  of  this,  the  effect  of  the  energy  crisis,  as  discussed 
earlier,  remains  a  great  unknown.  It  could  bring  about  the  high  forecast 
and  could  possibly  cause  the  B&M  to  exceed  it.  On  the  other  hand,  if  the 
energy  crisis  badly  depresses  the  New  England  economy,  it  could  ensure  the 
low  forecast  or  worse. 

I.  Summary 

At  this  time  the  Study  Group  believes  the  future  of  the  Boston 
and  Maine  Railroad  is  best  represented  by  a  range  of  forecasts.  The  key 
difference  between  the  low  and  high  ends  of  the  range  is  the  range  in 
tonnage  forecasts  --  the  low  end  being  the  Study  Group's  forecast  based  on 
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discussions  presented  in  the  preliminary  report  on  these  topics  have  been 
rendered  partially  out-of-date  by  the  Act.  This  material,  and  material 
on  these  topics  recently  provided  in  comments  on  the  preliminary  report, 
will  be  analyzed  in  light  of  the  Act  in  the  continuing  work  of  the  Study 
Group.  These  topics  will  undoubtedly  also  be  examined  in  the  New  England 
Railroad  Study  soon  to  be  initiated  by  the  New  England  Regional  Commission 
with  the  cooperation  of  the  six  New  England  states. 


Table  I 

Projections  of  B&M  Freight  Tonnage,  Revenue  and  Expenses 

(millions) 


1972 

1973-1976 

1976 

Actual 

Changes 

Projection 

A. 

Freight  Tonnage  (tons) 

14.4 

(0.2)  to  2.1 

14.2  to  16.5 

B. 

Freight  Revenue 

Add  increases  (decreases) 

due  to: 

Tonnage  changes 

Rate  increases 

$66.6 

$(0.9)  to  $9.7 
6.5  to  9.2 

Total 

5.6  to  18.9 

$72.2  to  $86.5 

Freight  Operating  Expense 
Add  increases  (decreases) 
due  to: 


$58.6 


Abandonment 

$(1.3) 

Normalized  maintenance 

1.5 

Work  force  reduction, 

work  rule  changes 

(5.3) 

Tonnage  changes 

(0.7)  to  4.4 

Inflation 

9.8 

Total 

4.0  to  9.1 

$62.6 

to 

$67.7 

D.  Net  Freight  Operating  Revenue 

$8.0 

$9.6 

to 

$18.8 

E.  Taxes  and  Net  Rents 

$13.5 

Add  increases  (decreases) 

due  to: 

Steady  state  growth 

3.5 

Property  tax  abatements 

(0.8) 

Savings  from  property  sale, 

workforce  reduction 

(0.3)  to  (0.6) 

Car  hire,  locomotive  leases 

(1.0) 

Other  rental 

(0.2) 

Total 

0.9  to  1.2 

$14.7 

to 

$14.4 

F.  Net  Railway  Operating  Income 

(freight  only)  $(5.5) 

G.  Miscellaneous  &  Fixed  Items  $(3.9) 
H.  Net  Income  (freight  only)  $(9.4) 


$(5.1)  to  $4.4 

$(4.3) 
$(9.4)  to  $0.1 
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